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¥EMORANDU® FOR: Depuly Directer (Support)

SUBIECT t Purchage of ffice Hachines for Use by CEHA

REFERENCE 1 Eemorendum for Depaty Dizecter (Suppert) from
Chairman of the Bonwd of idreetors, UEHA; subject,
Administrative Action in Fegpeot to the Insmrance
and Claimg Branech, Office of Persenmmel, dated
6 April 1955,

1. Refersnce nemserandum has besn forwayded by you to this office
for coments. The wenorandum vequests your approval for the expendi-
ture ¢f igenay funds to procurs certain business mechines and other
related equipmant for use ia nroesssing (LA premiums end duvs.

2. Trom the standpoing of this office, the issue raised here io
only ens sapeet of & larger problem which mewbers of tkis office have
been congidering for seversl weeks. ig you ars sware, CEHA 49 8 ppivate
corporation, incorporated under the laws of ihe Distriet of Columbias
fer the stated purpose of "providing for the payment of accident and
hospital benefits to mesbers or their dependents.” By ite by-laws, the
membership of GEHA i3 limited to "emplovees™ of this igency. The fact
remaing, howewvsr, that it is, under the law, a private corporatiem and
not 8 fumcilional or proprietary aperellion ¢l the Zovarmment. This
reises certain serious questions as %o the prepriety and legelity of
thie Ageney's paying from its svpropristed fueds, the total ovarhesd ex-
penses of (EHA. In $his regerd you will recall ihat you recently de-
clined e approve payment from Agency fumds of a GEHA eash shortage
regulting from the headling of premiwme received.

3s A similar problem wer considered peversl years age with resvest
to the Cl1: Federal Credit "nion. Tor the "irst seven years of its existe
enve, the ewployees' milarias and cther cverhead expenses of the Credit
‘nien were borne by the ‘geaecy. Jpon inveptigation, it was detorsinsd
that thepe ecoste phould not rroperly be pald ¥y the Ageuney, bvat frow esrased
income of the Credit Uhion. This changs has Deen effested, :1d the redit
nien now reimburses the igency for the salaries of its full-time em-
ployes:z and has recently purchased fror esrned income serversl business
mashines similar to those now regussted by (LHA,

ke We readily recognize that the tetal sost of operstirng CEHA =howld
a0t properly ba pald by Lie merbarship beceuse the costs noreelly inilcent
to operating an organization of Luis sature ave unreasonably increas:d by
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the security demands of thie igency. The prime example of ihis is the
fact thet claime against the policies are handled internally and not
by the uaderwriter as woulé normally be the case., Certein other
segurity aspecis; such ar the time~cons:ming prodlems occaricned by
dealiny with both true names and creundonyms, undoubtedly alsc add teo
the cowt factor. However, to the extent thet 2 portion of ke totsl
coets sre nermal to any similer organiszation not confronted with the
special derands imposed by this Agency, euch ¢osts should be borne by
the mexberuhip. Yonies to meat auch eosts would undoubtedly have to
come from levying amuel duss on the membershkipe.

Se With speeific referance Lo the request at hand, thie office
recomrends thet your spprovwal be deferred until a study of Ve oversil
problen relating to the overhiesd coste of CEHR is accomplished, 1t is
oar unjerstanding that tha mechinee to be procured will be used to
process premium and dues recelpts, and ot to record olaimp. “ipes such
pasyrante are always ¢cllaectad by tho grovp ard sudmiltted collectively
to the underwriter, it would sapyear that ithe ¢ost of incremsing the
efficiency of asuch collections should be peld by the nswbership. is a
seggestion, g survey of =iriler baneficisl essocistions =ight give
guidance on what could be coneidered ss normsl overhead coagte of the
organisation. An eguitable formule could then be establiaslwd to apportion
th~ overhaad coste of CEHX bLatween the nenbership and the hgency.
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